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WESTERN ASSET REMAINS POSITIVE ON ASIAN ECONOMY AND BOND MARKETS DESPITE RECENT
INCREASE IN INVESTOR RISK AVERSION

e Economic fundamentals remain strong despite recent correction and higher risk aversion
e |Inflation is the main risk to Asian bond markets at present

e Western Asset remains positive on Asian corporate spreads

Singapore — 25 February 2010 — The recent increase in risk aversion has challenged
expectations of a slow to moderate recovery in the US and Europe, and sharp, self-sustaining
growth in Asia. While many equity markets in the region have corrected by more than 10% and
Asian currencies seem to have lost their momentum, however, Western Asset remains constructive
on the region.

“We think that fundamentals continue to point to a positive 2010 in the region. Inventory
normalization has just begun in the US and Europe, and should continue to boost exports for a few
more quarters. Domestic growth in the region has become self-sustainable. Retail sales are
increasing across the region. Businesses are increasingly confident: they are investing again and
employment is rising,” said Rajeev De Mello, Head of Asian Investment.

Western Asset believes that the current risk to Asian bond markets is higher inflation. So far,
inflation seems to be due to domestic non-tradable commodities such as food. However, if policy-
makers maintain their ultra-accommodative stance for too long, higher inflation expectations could
become more entrenched. Some of food inflation is supply-driven due to abnormal weather such as
the poor Indian summer monsoons. In those cases, policy-makers are wary of overreacting since
higher interest rates will have no impact on food prices. Another component of food inflation is due
to the policy objective of improving rural incomes relative to urban incomes. However, there is
some portion of food inflation that may be due to the easy money flowing in to rural areas thanks to
easy fiscal and monetary policies.

“So far, it seems that policy-makers are trying to delay monetary tightening moves until they have a
clearer understanding of the sources of inflation. This delay will benefit the front end of the yield
curve, which is more sensitive to changes in policy and less sensitive to increases in inflation,” said
De Mello.

Asian currencies should benefit from further global economic recovery. In many countries, exports
continue to recover, allowing policy-makers to tolerate gradual currency appreciation. As inflation
creeps up, currency appreciation should also be used as a tool to mitigate imported, commodity-
related inflation. Asian currencies should be further boosted by a change in China’s currency policy.



LEGG MASON

GLOBAL ASSET MANAGEMENT News Release

“We remain positive on Asian corporate spreads. The growth environment remains supportive and
default rates should continue to remain low as global default rates fall back to more normal levels.”
said De Mello.

Asian bonds started the year on a strong note thanks to an early-year rally in Asian currencies. In
the second half of January the market shifted away from currencies toward government bonds as
risk aversion increased. The reserve requirement increase in China triggered concern about a
potential slowdown, while US President Obama’s plan for taxing financial institutions and worries
surrounding Greece contributed to an increase in global risk aversion.

Asian local currency bonds, as measured by the HSBC Asian Local Bond Index, returned 0.89% in
January. Asian external bonds, as measured by the JPMorgan Asian Credit Index, returned 1.11%
during the month thanks to lower US government bond yields. Asian high-yield corporate bonds
posted their strongest month in the past three months, returning 3.28%.

Corporate spreads widened due to the increase in risk aversion and concerns about the extent of
corporate issuance. Despite market weakness, Asian high-yield issues, especially Indonesian
issuers, held up well.

--End--

Note to Editors

About Western Asset

Western Asset is one of the world’s leading fixed income managers with over US$482.2 billion
(December 31, 2009) under management. With offices in the United States, London, Tokyo,
Singapore, Hong Kong, Melbourne and Sao Paulo, the company offers clients a full range of local
and cross-border fixed income products. By devoting all of its resources to fixed income, Western
Asset can provide a full commitment to clients in every area. This focused approach has generated
positive long-term returns in a variety of products with varying risk disciplines. Western Asset's long
performance track record and global presence has positioned the company to continue its
commitment to excellence in fixed income investment management and client service.

About Legg Mason

Legg Mason, Inc., headquartered in Baltimore, USA, is a global investment management firm with
assets under management totaling US$681.6 billion as of 31 December, 2009. Serving clients in 180
countries, Legg Mason is the 10th largest asset manager in the world". Legg Mason’s wholly-owned,
independently-operated investment subsidiaries manage equity and fixed income assets across the
world’s major markets. Collectively, they offer a broad spectrum of asset management styles.

" Legg Mason is the 10" largest asset manager in the world based on worldwide assets under
management as of 31 December 2008. Source: Pensions & Investments May 2009 ranking.

Website: www.leggmason.com.sg

Important Notice

Source: Western Asset Management. This document, provided by Legg Mason Asset
Management Singapore Pte. Limited ("Legg Mason"), is for information only and does not
constitute an offer or solicitation to buy or sell any units in any fund.
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The views expressed are opinions of the portfolio managers as of the date of this document and
are subject to change based on market and other conditions without notice and may differ from
other portfolio managers or of the firm as a whole. Any forecast of future events is not indicative
or a guarantee of future results or investment advice.

Any statistics have been obtained from sources believed to be reliable, but the accuracy and
completeness of the information cannot be guaranteed. Investment involves risks, including
possible loss of principal. Past performance is not indicative of future results.

Neither Legg Mason nor any officer or employee of Legg Mason accepts any liability whatsoever
for any loss arising from any use of this document or its contents. The information in this
document is confidential and proprietary and may not be used other than by the intended user.
This document may not be reproduced, distributed or published without prior written permission
from Legg Mason. Distribution of this document may be restricted in certain jurisdictions. Any
persons coming into possession of this document should seek advice for details of, and observe,
such restrictions (if any).

Legg Mason Asset Management Singapore Pte. Limited is the legal representative of Legg
Mason, Inc. in Singapore. Registration Number (UEN): 200007942R.
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